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Utilities
2Q20 Earnings Preview (Correction*)

Summary:
We expect strong 2Q20 earnings prints for electric utilities thanks to strong residential electric sales, sooner-than expected recovery
in C&I loads, and aggressive cost-cutting. Consensus estimates look stale to us, but we expect the strongest positive surprises from
MI utilities, CMS and DTE, though no increase in the 2020 EPS guidance for DTE at this point, SRE, thanks to tax benefits and
cost efficiencies at SDG&E/SoCalGas, and AEP, thanks to aggressive cost-cutting which started before COVID. We struggle to call
ETR results.

There should be plenty of volatility in earnings of water stocks, CWT and AWR in particular, and that's even before CA makes changes
to the revenue decoupling mechanism (WRAM). There should be few surprises from AWK and WTRG. We chase AWK and raise
our price target to $145.50 from $130.

Power/retail stocks in TX, NRG and VST, should report very strong results even though we have yet to see scarcity in spot power
prices in ERCOT. Thanks to solid 1H20 results both NRG and VST should be tracking ahead of the midpoint of their 2020 EBITDA
guidance ranges, but we don't expect them to narrow/raise the guidance just yet. We raised our 2021/2022 EBITDA estimates for
VST to reflect additional hedges.

We updated 2Q20 earnings estimates for: AEP, AES, AGR, ATO, AWK, AWR, CMS, CWT, D, DTE, DUK, EIX, ES, ETR, EXC, FE,
NRG, PCG, PEG, PPL, SJW, SO, SRE, VST and WTRG. We also increased our price target for AWK.
(*Correction made to the original version of this note: Our 2Q20 estimate for PEG displayed on page 3 has been corrected.)
Highlights
Electric/gas utilities

An earlier than expected recovery in C&I loads coupled with cost-cutting and some YoY weather benefit should deliver strong earnings
beats for MI utilities, CMS and DTE, in our view. AEP’s aggressive cost-cutting started pre-COVID should support 2Q20 results while
the load weakness should be largely in-line with management’s forecasts from the 1Q20 call. The company plans to provide an
updated capex and cash flow schedule through 2023 which should incorporate lower capex in 2020 and the $2B North Central Wind
project (and its financing). D and SO should have some weather-related headwinds in 2Q20, but updates on the Vogtle cost schedule
(Unit 3 % completion in May and June) and cost contingency being utilized should dominate SO’s earnings call. SO kept its May 2021
in-service date for Vogtle unit 3 to help with managing the scheduling of the construction work on the site, but the decision has not
been well-received by investors. DUK plans to provide an update on its capex replacement for the cancelled ACP pipeline only on
the 4Q20 earnings call, but we’d expect the replacement for the $2B capex reduction to start only in 2022.

Water utilities

AWK and WTRG should have relatively easy YoY comps in the Northeast/Mid-Atlantic as 2Q19 was very rainy, and WTRG now has
additional cost levers thanks to the Peoples Gas merger. We don’t expect any meaningful COVID impacts on their 2Q20 or annual
2020 earnings. Intervener testimonies in AWK’s NJ rate case should be made public any day now – this rate case together with
similar proceedings in PA and MO should dominate AWK’s earnings call. We are chasing AWK's stock by raising our price target
to $145.50 from $130 previously.

WTRG’s pending acquisition of the Delcora wastewater system in PA has run into legal issues, making investors concerned about
the future of municipal water/wastewater M&A.

In CA, Commissioner Guzman Aceves has yet again proposed to do away with the current full revenue decoupling mechanism
(WRAM) for investor-owned water utilities, calling it ineffective at promoting water conservation. The CPUC should consider/vote on
the proposed decision as soon as August 6. AWR’s GSWC will have filed its new General Rate Case (GRC) by then while CWT's
and AWK’s GRCs in CA are already pending. We therefore assume that any changes to the WRAM, if any, would apply to these
companies only in the next GRC, starting in 2024.

CWT keeps waiting for an approval of its GRC to record a revenue increase. In the meantime, CWT’s quarterly results should continue
to come well below expectations. We expect AWR to fully recoup the $0.08 EPS hit recorded in 1Q20 related to the underperformance
of its pension funds.

SEE ANALYST CERTIFICATION AND OTHER IMPORTANT DISCLOSURES ON PAGES 5 - 6 OF THIS REPORT.



Power/retail

The TX load has recovered to pre-COVID levels and while we have seen no real scarcity in power prices so far this summer, strong
retail results supported by lower than expected bad debt and optimization of generation hedges should support 2020 EBITDA for VST
and NRG at least at the midpoint of their annual guidance. We don’t expect them to narrow the guidance yet, however, as August
tends to be a crucial earnings month for both companies.

NRG should provide an update on its 2020 capital allocation strategy which might include another retail acquisition. VST hasn’t given
up on some uplift to forward power curves in TX happening in late August/early September, like we saw last year. Yet, even without
the recovery and thanks to additional power hedges, the downside to 2021 EBITDA seems now lower than the $200-250MM below
the midpoint of the 2020 guidance range that VST used to quote as a COVID-related downside scenario. Therefore, we raised our
2021/2022 EBITDA expectations for VST to $3,135MM/3,044MM up from $3,034MM/3,009MM, respectively.

We expect AES to keep its new/lowered EPS guidance range for 2020 though 2Q20 should be weak on a combination of the DPL/
Argentina/IPL hits, with the earnings uplift from cost-cutting and Southland’s PPA should kick in only in 3Q20. The OH and IN load
seem to be performing ahead of management's expectations from the 1Q20 earnings call. We await an update on another divestiture
of coal-fired plant, potentially Maritza in Bulgaria, we believe.
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2Q20 EPS/EBITDA Estimates for Utilities and Power Stocks

.

Regulated electric/gas utilities

Seaport 

2Q20 EPS 

($)

Consensus

 2Q20 EPS 

($)

Seaport/Consensus

AEP 1.09 0.99 10%

AGR 0.36 0.33 9%

ATO 0.80 0.76 5%

CMS 0.46 0.36 28%

D 0.81 N/A N/A

DTE 1.35 1.14 18%

DUK 1.05 1.02 3%

EIX 1.20 1.16 3%

ES 0.76 0.79 ‐4%

ETR 1.10 1.25 ‐12%

EXC 0.42 0.45 ‐7%

FE 0.56 0.55 2%

PCG 1.00 0.94 6%

PEG 0.57 0.62 ‐8%

PPL 0.55 0.56 ‐2%

SO 0.66 0.69 ‐4%

SRE 1.82 1.19 53%

Regulated water utilities

Seaport 

2Q20 EPS 

($)

Consensus

 2Q20 EPS 

($)

Seaport/Consensus

AWK 0.98 0.95 3%

AWR 0.70 0.63 11%

CWT 0.25 0.64 ‐61%

SJW 0.70 0.66 6%

WTRG 0.23 0.24 ‐4%

Power/retail 

Seaport

 2Q20 

EPS/EBITDA

$/$MM

Consensus

 2Q20 

EPS/EBITDA

$/$MM

Seaport/Consensus

AES 0.22 0.28 ‐21%

NRG 550 521 6%

VST 840 729 15%

Source: FactSet for consensus, Seaport Global Securities
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Comp Sheet: Utilities & Power

.
Source: FactSet, Seaport Global Securities
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Utilities  Disclosures
I, Angie Storozynski, hereby certify: (1) that all of the views expressed in this report accurately reflect my personal views about any and all of the subject securities or
issuers; and (2) that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this report.

As with all employees of Seaport Global Securities LLC, a portion of our analysts’ compensation is paid from the total collection of revenues from all areas of the
firm including but not limited to Investment Banking and Sales and Trading departments. In no instance are research analysts’ compensation directly derived from
Investment Banking revenues.

Other Companies Mentioned in This Report
• CMS Energy Corporation (CMS: $59.74, Buy)

• Sempra Energy (SRE: $123.15, Buy)

• NRG Energy, Inc. (NRG: $34.02, Buy)

• Entergy Corporation (ETR: $96.24, Buy)

• Vistra Energy Corp. (VST: $19.30, Buy)

• American States Water Company (AWR: $77.21, Buy)

• Essential Utilities, Inc. (WTRG: $43.04, Neutral)

• Duke Energy Corp. (DUK: $80.43, Neutral)

• Atmos Energy Corp. (ATO: $100.64, Buy)

• Eversource Energy (ES: $85.00, Buy)

• FirstEnergy Corp. (FE: $40.82, Buy)

• Public Service Enterprise Group Inc. (PEG: $52.40, Neutral)

• SJW Group (SJW: $62.63, Neutral)

• DTE Energy Company (DTE: $109.20, Buy)
• Southern Co. (SO: $53.02, Buy)
• American Electric Power Company, Inc. (AEP: $84.68, Buy)
• California Water Services Group (CWT: $48.00, Neutral)
• American Water Works Company, Inc. (AWK: $134.06, Buy)
• AES Corporation (AES: $15.07, Buy)
• Dominion Energy, Inc. (D: $75.45, Buy)
• Avangrid, Inc. (AGR: $45.20, Neutral)
• Edison International (EIX: $55.28, Buy)
• Exelon Corporation (EXC: $38.05, Buy)
• PG&E Corporation (PCG: $9.20, Neutral)
• PPL Corporation (PPL: $25.69, Sell)

Please contact Seaport Global Securities LLC, for important disclosure information for covered companies. Contact the Director of Equity Research at (949) 274-8052
or write to Seaport Global Securities LLC, 600 Anton Boulevard, Suite 1700, Costa Mesa, CA 92626.
Clients should also refer to https://sgsecurities.bluematrix.com/sellside/Disclosures.action for price charts, as well as specific disclosures for covered companies.

Explanation of Ratings
Seaport Global Securities analyst ratings include (effective Feb. 1, 2017):

Buy - The investment outlook and risk/reward over the following 12 months are favorable on an absolute basis and relative to the peer group.
Neutral - The investment outlook and risk/reward over the following 12 months are neutral on an absolute basis and relative to the peer group.
Sell - The investment outlook and risk/reward over the following 12 months are unfavorable on an absolute basis and relative to the peer group.
NA - A rating is not assigned.

Prior to Feb 1., 2017, Seaport Global Securities analyst ratings included:
Buy - The investment outlook and risk/reward over the following 12 months are very favorable on an absolute basis and relative to the peer group.
Speculative Buy - The investment outlook over the following 12 months is very favorable on an absolute basis and relative to the peer group, however, there
is higher than average risk associated with the investment that could result in material loss.
Accumulate - The investment outlook and risk/reward over the following 12 months are favorable on an absolute basis and relative to the peer group.
Neutral - The investment outlook and risk/reward over the following 12 months are neutral on an absolute basis and relative to the peer group.
Reduce - The investment outlook and risk/reward over the following 12 months are unfavorable on an absolute basis and relative to the peer group.
Sell - The investment outlook and risk/reward over the following 12 months are very unfavorable on an absolute basis and relative to the peer group.
NA - A rating is not assigned.

Ratings Distribution
Research Coverage Investment Banking Clients*

Rating Count % of Total Count % of Total % of Rating
Category

Buy 76 61.8% 2 66.7% 2.6%
Neutral 42 34.1% 0 0.0% 0.0%
Sell 5 4.1% 1 33.3% 20.0%
Total 123 100.0% 3 100.0% 2.4%

 
*Investment banking clients are companies for whom Seaport Global Securities has provided investment banking services in the
previous 12 months.
Note: Ratings Distribution as of June 30, 2020

This material has been prepared by Seaport Global Securities LLC, a U.S. registered broker-dealer, member FINRA and SiPC, employing appropriate expertise,
and in the belief that it is fair and not misleading. Seaport Global is the global brand name for Seaport Global Securities LLC (“SPGS”) and its affiliates worldwide.
Information, opinions or recommendations contained in the reports and updates are submitted solely for advisory and information purposes. The information upon
which this material is based was obtained from sources believed to be reliable, but has not been independently verified. Therefore, we cannot guarantee its accuracy.
Additional and supporting information is available upon request. This is neither an offer nor solicitation of an offer to buy or sell any security or investment. Any opinions
or estimates constitute our best judgment as of this date, and are subject to change without notice. Not all products and services are available outside of the US or
in all US states. © 2020. Seaport Global Securities LLC. All rights reserved. No part of this report may be reproduced or distributed in any manner without the written
permission of SPGS. SPGS specifically prohibits the re-distribution of this report, via the Internet or otherwise, and accepts no liability whatsoever for the actions of
third parties in this respect.

For Canadian Investors:
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Seaport Global Securities LLC, is not registered in Canada, but relies on the International Dealer Exemption in each province. This report was not prepared in
accordance with Canadian research disclosure requirements. The information contained herein is not, and under no circumstances is to be construed as, a prospectus,
an advertisement, a public offering, an offer to sell securities described herein, solicitation of an offer to buy securities described herein, in Canada or any province or
territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the
relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the
dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. Under no circumstances is the information contained
herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information
contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such
securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any way
passed upon these materials, the information contained herein or the merits of the securities described herein and any representation to the contrary is an offence.

For UK and European Investors:

MARKETING COMMUNICATION

The Seaport Group Europe LLP (“SGE”) and Sea Port Group Securities (Europe) LLP (“SPGSE”) are authorized and regulated by the Financial Conduct Authority. Due
to their size and structure, their analysts may represent the interests of the firm or of companies referred to in its research. As a result, SGE or SPGSE does not hold
its research out as being impartial. This research is non-independent and is classified as a Marketing Communication under the FCA’s rule COBS 12.2.18. As such it
has not been prepared in accordance with legal requirements designed to promote the independence of investment research and it is not subject to the prohibition on
dealing ahead of the dissemination of investment research in COBS 12.2.21. However, SGE and SPGSE have adopted internal procedures which prohibit employees
from dealing ahead of the publication of non- independent research, except for legitimate market making and fulfilling clients’ unsolicited orders.

Analysts may forward a draft copy of the non-independent research, prior to publication, to the subject company in order to verify facts. Where such verification is
sought, the analyst must remove any rating or investment summary from the non-independent research prior to forwarding it to the subject company. Any subsequent
amendments to the non-independent research are to correct factual inaccuracies only. Any matters of judgment are the author's own and our analysts will not amend
the non-independent research on the basis of an issuer's contrary view.

Price targets or Projections

Price targets or projections, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any price target or projection may
be impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the company's earnings
fall short of estimate.

DISCLAIMERS

This material is: (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or a solicitation of an offer
to buy any investments or other related financial instruments in any jurisdiction where such offer or solicitation would be illegal; and (iii) is based upon information that
we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such.

Opinions expressed are current opinions as of the original publication date appearing on this material only and the information, including the opinions contained herein,
are subject to change without notice. Members of Seaport Global may from time to time perform investment banking or other services (including acting as advisor,
manager or lender) for, or solicit investment banking or other business from, companies mentioned herein. Further, members of Seaport Global, and / or its officers,
directors and employees, may, from time to time, have long or short positions in, and buy or sell, the investments, securities, derivatives (including options) or other
related financial instruments thereof, of companies mentioned herein, or related investments, securities, derivatives or other related financial instruments. In addition,
members of Seaport Global may act as a market maker and principal, willing to buy and sell certain of the investments, securities or other related financial instruments
of companies mentioned herein. Further, members of Seaport Global may buy and sell certain of the investments, securities or other related financial instruments of
companies mentioned herein, as agent for its clients.

Investors should consider this report as only a single factor in making their investment decision and, as such, the report should not be viewed as identifying or suggesting
all risks, direct or indirect, that may be associated with any investment decision. SGE, SPGSE and other non-US members of Seaport Global, their officers, directors and
employees may, to the extent it relates to non-US issuers and is permitted by applicable law, have acted upon or used this material immediately following, its publication.

The securities described herein may not have been registered under the U.S. Securities Act of 1933 (“ACT”) , and, in such case, may not be offered or sold in the United
States or to U.S. persons unless they have been registered under such Act, or except in compliance with an exemption from the registration requirements of such Act.

Unless governing law permits otherwise, you must contact a Seaport Global entity in your home jurisdiction if you want to use our services in effecting a transaction
in the investments, securities or other related financial instruments mentioned in this material.

This publication has been approved for distribution in the United Kingdom by The Seaport Group Europe LLP and Sea Port Group Securities (Europe) LLP, which are
authorized and regulated by the Financial Conduct Authority (FCA). It is intended only for investors who are professional clients and eligible counterparties as defined
by the FCA, and may not, therefore, be redistributed to other classes of investors.

The Seaport Group Europe LLP, Sea Port Group Securities (Europe) LLP and other Seaport Global entities manage conflicts identified through the following: their
Chinese Wall, confidentiality and conflicts of interest policies, maintenance of a Restricted List and a Watch List, personal account dealing rules, policies and procedures
for managing conflicts of interest arising from the allocation and pricing of investments, securities or other related financial instruments and disclosure to clients via
client documentation.
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